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INTRODUCTION

rF
I
I

business environment for the financial

sector has become difficult and the

effects arise from the impact of banks'
portfolio weaknesses and constraints

on the leveland structure of interest
rates, credit and on the response of

ne Trnancral sysrem prays

challenge facing many operators and

an important role in the

regulators is the restoration of

process of economic groMh
and development of a country. A
financial system consists of various

normalcy and viability to the sector.
Changes in macroeconomic
policies typically impact on the structure

institutions, markets, instruments and
economy to provide financial seruices.
It plays the crucial roles of lubricating

and development of the financial
sector. The linkage between
macroeconomic /structural policies
and f inancial and economic

the payment mechanism, resource

performance therefore becomes an

mobilisation and credit allocation. The
Nigerian financial sector comprises the

issue of significant importance.

regulatory/supervisory authorities,

will tend to put pressure on the

deposit money banks, and other nonbank financial institutions.
Overthe years, the Nigerian

exchange rate and the balance of

since the 1990s. Specif ically, the

payments, while monetary shocks will
tend to put pressure on the price level
and banks' balance sheets.

stability as well as the inherent

operators that interact within an

financial sector has grown significantly
in terms of the number and variety of

Specifically, loose fiscal policy stance

Economic conditions and

products, operators and the volume
and complexity of operations. This
resulted from the liberalisation of the

policies are key determinants of the
stability of the financial system. Banks
fail, and banking systems become

sector following the adoption of
Structural Adjustment Programme
(SAP) in 1986. ln recent times,
however, the industry has been
afflicted by a deepening crisis of

unsoundformany reasons, including bad
management, excessive risk taking and
poor operating environment. Although

bank-soundness is first an issue for
individual banks, it is more likely to be

conf idence, as manif ested in
increased incidence of bad debts,

systemic when unsoundness is induced

large number of technically-insolvent

because of the risk of contagion.
Financial sector fragility can
impair the efficient working of markets

institutions, liquidity problems,
accumulated losses, depositor runs
and technically distressed institutions.
Macroeconomic instability and policyinduced shocks have been prevalent

while competition has intensified.
Furthermore, there has been
increased escalation of costs and
pressure on operating margins while
deposit funds are typically short-term

by

macroeconomic conditions

and the implementation

of

macroeconomic policy. For example,
an unsound banking system not only
fails to provide the macroeconomic
channels necessary for the efficient
implementation of monetary policy, but

may also impair economic growth,
impose significant fiscal costs, and
distort the payments system. These

in tenor. ln sum, the prevailing
- Dr. O. J. Nnanna is the Director, Research Depaftment,

the banks and of other economic
agents to monetary conditions
(Lindgren, et al, 1996).
The objective of this paper is
to examine the effect of macroeconomic/

structural policies on the financial
sector, as well as the challenges of
maintaining financial sector stability in
Nigeria. The paper reviews the various

sectoral policies that have been
implemented in the Nigerian economy

paper examines how these policies
have contributed to financial sector
challenges.

The paper is structured into
parts.
six
Following this introduction
is Part ll, which reviews the existing
macroeconomic/structural policies in
Nigeria. Paft lll examinesthe relationship

between macroeconom iclstructu ral
policies and financial sector stability
Part lV analyses the issues in
financial sector stability, while Part V
highlights the challenges facing the
financialsector in Nigeria. Finally, Part
Vl provides the concluding remarks.

ll:

REVIEWOF
MACROECONOMIC/
STRUCTURAL POLICIES
IN NIGERIA

Generally, macroeconomic
policies in developing countries are
designed to stabilize the economy,
stimulate growth and reduce poverty.

CBN. A paper presented at the Fifth CBN Seminar for Finance Correspondents
and Business Editors, at the lmo Concorde Hotel, Owerri, lmo State, from January 2ff - 29, 2004

31

Vol.28 No.

January/March,2AO4

1

ln Nigeria, the achievement of these
objectives is predicated on the stance
of fiscal and monetary policies. The
pursuit of structural policies such as
deregulation and privatisation are also
very critical for the success of sound

deposit liability which deposit
money banks (DMBs) are
required to deposit with the
CBN. An increase in the CRR
indicates that the CBN wants

the Open Market Operations (OMO),
complemented by reserue requirements
and discount window operations.

(i)

Open Market Operations
(oMo):

to reduce the quantum of cash

available to banks lor credit

macroeconomic management. The
review of current macroeconomic/

The Open Market Operations

creation, and vice versa.

structural policies is outlined below:

involve the discretionary power
of the CBN to purchase or sell

cent for the DMBs. However,

(a)

Currently, the CRR is 12.5 per

the CRR for banks which

securities in the financial
markets in order to influence

Monetary and Financial
Sector Policies:

increased their lending to the
real sector by a minimum of 20

the volume of liquidity and levels

The general objectives of

of interest rates, which

monetary and financial sector policies

ultimately will affect the money
inf lationary
supply

pressures. lt was introduced in

attainment of internal and external
balance as well as the creation of a

June 1993 and has continued (b)
to be the main instrument of

sound and stable financial sector.
Specifically, monetary policy aims at
maintaining price stability and a noninflationary growth. The central focus

This is essentially a prudential

Nigeria. Currently, the OMO is

requirement, which does not
add to banks' cost of fund.

This concern arises from the
recognition of the negative effectwhich

allows for flexibility in policy
implementation because it
permits small and frequent

expansionary fiscal and monetary
policy has on domestic price leveland
the exchange rate.

Prior to the Structural

changes in instruments, which

enables the authorities to
respond rapidly to shocks as

Adjustment Programme (SAP) in
1986, monetary management
depended on the use of direct

the need arises.

(ii)

these include credit ceiling, direct

per cent.

(iii)

As a lender-of-last-resort, the
CBN influences the reserves of
banks as well as money supply
by changing its discount rate,
which is the rate at which it

effectiveness of the indirect

selective credit controls as well as

monetary control, the OMO is

prescribed cash reserve requirement
and special deposits. Sectoral credit
allocations were also assigned to the
productive sectors and low interest

complemented by reserve
requirements. This refers to the

lends to banks. The discount

proportion of the total deposit

window rate is influenced bythe
nrinimum rediscount rate. The

liabilities that the deposit

rates were charged to encourage
investment and growth. Special
deposits were imposed on banks by
the Central Bank of Nigeria (CBN)to

money banks are expected to
keep as liquid asset or as
deposits with the CBN (cash

reduce the amount of free reserves and

varies the requirements

Minimum Rediscount Rate
(MRR) is the nominal anchor
rate, which drives allother rates

in the money

reserue requirement). The CBN

the credit creating capacity of banks,

while minimum cash requirements
were setfor banks on the basis of their
total deposit liabilities.

(a)

DiscountWindowFacility:

Reserve Requirements:
ln orderto further strengthen the

control of interest and exchange rates,

The major instrument adopted by the
monetary authorities for the indirect
approach to monetary control include

Liquidity ratio is the proportion

of banks'total deposits to be
kept in specified liquid assets
to enable them meet
depositors' cash withdrawals
and ensure confidence in the
banking system. The existing
minimum liquidity ratio for all
deposit money banks is 40.0

the discount houses continue
to play the role of principal
dealers in the market. OMO

the management of excess liquidity.

Liquidity Ratio (LR):

monetary management in
conducted on a bi-weekly basis
atthe secondary market, while

of monetary policy in Nigeria has been

Following the adoption of the
Structural Adjustment Programme
(SAP) in 1986, the management of
monetary policy shifted to marketbased system or indirect approach.

of June 2002 was reduced to
9.5 per cent in July 2002.

and

over the years have been the

monetary controls, in order to influence
banks' lending behaviour. Specifically,

per cent over the level as at end

market

depending on the prevailing

especially, the inter-bank
interest rate. The MRR is

economic situation, in order to
control the money stock.

generally influenced bythe rate
of inflation in the economy. The

Cash Reserve Requirement

lowering of the MRR signifies
monetary policy ease and vice

(cRR):

versa.

The Cash Reserue Requirement

(CRR) is both a prudential
requirement and a monetary
policy instrument. lt is the
proportion of the aggregate
32

(iv)

lnterest Rate Policy

A market-based interest

rate
policy has been enforced since
the adoption of SAP in 1986.
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However,

the CBN

(ii)

has

continued to influence th6 level

and direction of interest rate
movements through cfianges in

its Minimum Hediscount Rate
(MRR). The MRR was reduced
from 16.5 per cent to 15.0 per
cent in August 2003.

(b)

Abolition of Foreign

private sector for employment

Guarantees/Currency
Deposits as Collatera!
for Naira Loans:

generation. Other measures include
the exploitation of the opportunity
offered under the Africa Growth and

This restriction which had
been in effect since 1989

Financial Sector
Policies:

Financial sector policies
and

enforcement of prudential regulations.

These laws and regulations establish
the operational framework for financial
institutions. The CBN had since 1990
adopted measures to strengthen the

high level of waste in the public service;

to further encourage

intensification and diversification of
revenue base through appropriate

from N1.0 billion to N2.0 billion in 2001

However, banks were
required to seek prior
approval from the CBN
before granting such
credit to potential

minerals, petro-chemica! industries
and tourism; adequate protection of
domestic industries against unfair

beneficiaries.

competition from imports and dumping

(iii) Financing the
Developmentof SMEs:

To urther enhance
f

the

effectiveness of credit delivery to the
small and medium-scale enterprises,
the Smalland Medium lndustry Equity

fiscalyear, while existing banks were

lnvestment Scheme (SMlElS) was

required to raise their capital base from

established in 2001. The scheme is
expected to provide improved funding

N500 million to N1.0 billion by end-

in order to strengthen their
operations. lt adopted the risk2OO2

to these enterprises, in order to

weighted system of capital adequacy

facilitate the rapid achievement of
highereconomic groMh.

ratio recommended by the Basle
Committee, as well as introduced a
set ol prudential guidelines and

mandatory uniform accounting
standards for all licensed banks.

Other Financial Sector
Policy ileasures

(c)

(D

CBN rcdiscountingand

Refinancing Facility
(RRF):

This facility was
introduced in 2002 to
encourage banksto lend

long, particularly to the
productive sectors of the
economy. TheRRFwas

designed

to

provide

liquidity support to banks

soastoen@uragebanks
to lend for agricultural
and industrial activities

that require long
gestation periods.

incentives to encourage investments
in agro-allied industries, gas, solid

of manufactured goods and the

financial sector through various
regulatory and supervisory measures
aimed at ensuring the soundness and
stability of the sector. Specifically, the
capital base of new banks was raised

public sector benefits to reduce the

was lifted in fiscal 2002
foreign direct investment.

involve the formulation

Opportunity Act (AGOA), in the textile
and garment industry; monetisation of

(O

FiscalPolicies:

Fiscal policy measures are
deliberate actions taken by the
government to influence aggregate

continuation of the privatisation of
govemment owned companies and
public utilities. Recently, the Federal
Government has institutionalised the
"due process principle", which would

link expenditures to available
resources, based on identified

priorities and efficiency.

(e)

External Sector Policies

The main objectivesof theextemal

sector policy are the attainment of
exchange rate stability and
achievement of balance of payments

viability. ln this regard, efforts are
geared towards the maintenance of
favourable external reserves position
and reduction in debt service burden.

demand in the economy by regulating
the amount of public expenditure and

The main thrust of external sector

the rates of taxation. The major

foreign exchange earnings through

policies include: the diversification of

instruments used in the implernentation

increased export activities in the non-

of fiscal policy are tax rates and mix
of govemment expenditu res.
The broad objectives of Nigeria's

oil sector; continued liberalization of
the foreign exchange market and

fiscal policy are to diversify the
productive base of the economy and

encouragement of foreign direct
investment through increased
liberalization of the economy. Some

ensure food security. Specific fiscal
measures adopted to achieve the

of the existing policy measures to
achieve these objectives are as

stated objectives include: the

follows:

reduction in fiscal deficit lo not more
than 2.5 per cent of GDP; deepening
and broadening of fiscal incentives to
further enoourage the industrial and
manufacturing sectors of the economy,

the lnter-Bank

Foreign

Exchange Market (IFEM) was
reformed to allow bureaux de
change to source theirforeign

regional initiatives; structural reforms

exchange requirements (in
Travellers' cheques) f rom the
!FEM. ln odertrfr.rterhmden

for improved tax and customs

and deepen the foreign

administration as well as the provision
of incentives designed to support the

Auction System (DAS) was

and attract foreign investment; tariff
relorm and liberalization in line with

33

exchange market, the Dutch
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effects imported into the
country are subject to preshipment inspection in the

country

duties on machineries,

US$2,500.00 per quarter for
BTA and US$2,000.00 twice
a yearfor PTAfor beneficiaries
above 12 years old.

re-introduced in July 2002.

of supply and

spare parts and major raw
materials for manufacturing;

creation of incentives to
attract private capital for

approved Form 'M' for the
importation of machinery,
plant and equipment was

issuance of appropriate Clean
Report of lnspection (CRl).

amelerated development of
the countr/s solid minerals

sub-sector; boosting the

energy sub-sector to
ensure uninterrupted

retained at 540 days.

Nigeria continued to be by
means of Letters of Credit or

any other approved

international mode of

(f)

Real Sector Policies

powersupply; provision of

adequate protection to

payments while repatriated
non-oil proceeds and other

Real sector policies were
designed to stimulate real output
growth, alleviate poverty, foster job

inflows could be held in

creation, enhance increased capacity

domiciliary accounts with the
authorised dealers. However,

utilisation in agriculture and industries,

relevant proceeds must be

stimulate the flow of Foreign Direct

repatriated within 90 days of

lnvestment into the country. Some of
the sectoral policy measures adopted
are as follows:

whatever the mode of
payment adopted, the
the date of shipment of the
goods to a stated exports

against unfair competition
rom imports and dumping
of manufactured goods;

f

and reduction of the upper
band on tariff regime in
line with trade movements

reduce operational costs and
inflationary pressures, as well as

worldwide, particularly
within the West African

provide aftractive incentives that would

(i)

access to funds in their

Agriculturalproduction:
The agricultural sector
has been recognised to
have high potentials for

accounts, while utilization of
funds in the non-oil export
domiciliary accounts is

generation. Thus, the
sector has been given

Domiciliary Account.

domestic industries

account are granted unf ettered

sub-region.

III. REI..ATIONSHIPBETWEEN
MACROECONOMIC/
STRUCTURAL POLICIES AND
FINANCIALSECTOR
STABILITY

income and employment

permitted for eligible

greater attention both for
poverty reduction and for
growth and development.

transactions. Furthermore,

inward money transfer
became repayable in the

The various policy

currency of remittance;

measures put in place to

enhance agricultural
production include:
enhanced budgetary

companies were allowed to
continue to sell their foreign
exchange brought into the

allocation to the sector;

provision by

country to meet their local
expenses to any authorized
dealer of their choice,

ln view of the critical role of
the financial sector in the development
and growth of the economy, its health

and stability constitute an impodant

policy goal for macroeconomic
management. The interrelationship
between macroeconomic policies and
financial sector stability is discussed
in this section.

(1)

Monetary Policy

the

govemment of new farming

Monetary policy has direct

technologies, improved

relationship on the performance of the

including the CBN;

seeds and seedlings, better
storage facilities, fertilizers,

financial sector. ln fact, the financial

involving the use of bills for

pesticides, etc; improved

collection are permissible

agricultural extension

transmitting monetary policy signals.
Thus, the type of monetary policy and

provided relevant documents
were passed th rou gh auhor2ed

services to ensure better

the mix between interest and

and easier delivery of credit

exchange rate policies may affect the

to

dealers. Transactions executed

on private sector initiative,
were to carry no government
guarantee or obligations;
exchange for Business Travel

Allowance (BTA)

and
Personal Travel Allowance

(ii)

farmers; and the

soundness of the financial system and

retention of the Agricuftu ral
Credit Guarantee Scheme.

vice versa. Effective implementation of

lndustria! production:
The sectoral policy
measures designed to

financial system is able to expand and
contract its aggregate balance sheet
in responseto policy initiatives without

enhance activities in the

adversely affecting the efficiency of
financial intermediation or depositors'

(PTA), was liberalized subject

industrial sector of the
economy included:

of

rationalisation of crJstoms

to the maximum

system is the primary conduit for

34

monetary policy requires that the

confidence. No matter the specific
objectives of monetary policy, an
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unsound financial system affects the

conduct

and

results of monetary

policy.
The practical implementati:n of

monetary policy usually requires the

existence of relatively stable
relationships among monetary
instruments, operating targets (such
as interest rates), intermediate targets

or indicator variables (such

as

monetary and credit aggregates), and

ultimate policy objectives (such as

price stability). Disruption of the
financial system will atfect these
relationships. Liquidity management
thrcugh open market operations under

this circumstance will also be blunt
and may lead to unpredictable results,

be less capable of providing he requircd
coresponOent rehtionships and extemal

the efficient conduct of business, whicfr

inter-bank credit !ines. Thus,

investment decisions.

willtranslate to efficient savings and

disruptions in the banking sector can

destabilize the foreign exchange
market and contribute to exchange
rate volatility. Flexibility in external
sector policy in particular, and the

Economic lnfrastructure:

of

There are two important elements

economic infrastructure; the

degree to which the mix of interest and
exchange rate policies can be chosen,
will also be influenced by the strength
of the financial system. Furthermore,

institutional framework, which includes
the legal, administrative, and political
structures that guide economic and

the ability of the central bank to

structure of the finarrcial rnafteb, wtrirfr
provides the operating environment for
the financial institutions.

withstand speculative aftacks on the
exchange rate depends, in part, on the
strength of the financial system.

(4)

Real Sector Effects

while the impact on credit expansion

financial transactions; and the

Financial business requires a legal

system that facilitates

the

enforcement of financial contracts,
loan recovery, and realization of
collateral. Thus, the legal framework

will be reduced by the interest

Financial sector soundness is

inelasticity of demand of high-risk
borowers.

a large extent on the
performance of the real sector.
Specifically, an unsound banking

forthe financial servics industry must

system may result in misallocation of
credits and ultimately a reduction in
loans and advances extended to the

property laws. There must also be an

real sector of the economy.

must be impartial, honest, and
knowledgeable regarding financial

lv.

transactions so that financial entities
can rely on lair and speedy resolution
of conflicts. ln addition, the goveming
political structwes must respect legal
procedures and property rights, and
should not interfere in the operations

(21

Fiscalpolicy

Financial sector instability
can affect a country's overall fiscal
balance from both the revenue and
expenditure sides. The direction of
effect would depend on whether or not

reflected, to

ISSUES IN FINANCIAL

SECTORSTABILITY

the financial problems disrupt the
govemment securities market and the

A framework for financial

banking system f inancing of

sector stability comprises a supportive

government fiscal operations. ln
recognition of the negative effect of
over-reliance of govemment on the

operating environment, internal
governance, external discipline
provided by market forces, and extemal

by the
supervisory/regulatory authorities.

banking system forfinancing its deficit,
the CBN, in July 2001 issued a circular

governance provided

prescribing new provisioning
requirements in respect of credit

Preventing systemic financial crisis or
maintaining a sound financial sector is
a ne@ssary goal of economic policy for

granted to alltiers of govemment and
their agencies. This in essence is to
enhance monetary stability and sound
financial system in Nigeria.

(3)

ExternalSector Effects
Experience has shown that

external balance and financial sector
crisis are intimately linked. Evidence

abound to support the view that
financial sector unsoundness exerts

negative effects on the external
balance and exchange rate stability.
This is because the financia! sector is
a{ey participant in intemational trade
and'capital movements as wellas the
foreign exchange market. Thus, an
unsound domesth finarrcial system will

the achievement of the overall
macroeconomic oblectives of
govemment. The issues in financial
sector stability are further discussed
hereunder.

Operating Environment:

A conducive operating
environment is a critical factor for
financial sector stability. The
macroeconomic environment, the
quality of intemal govemance, and the
structure of the markets in which the
financial instihrtions operate will affect
their operatioas a.1d soundness. A

sound financial system requires an
appropriate infrastructure to support

35

include adequate

corporate
bankruptcy, contract, and private
administrative structure capable of
enforcing the laws. The judicial system

of financial entities or in

the

administration of justice.

The structure of financial
sector also influences its soundness.
A competitive banking system is
essential for long-term efficiency and
soundness. Specifically, an open and
competitive financial market exerts its
own form of discipline against weak
institutions while encouraging well-

managed ones. Therefore, an
appropriate anti-monopoly laws and
competition policies can enhance the
long-term soundness of the financial
system.

Efficient Payments System
Perhaps the most important
aspect of banks' market interaction is
their role in the payments system.
Operating within the payments system

exposes banks and participants to
various forms of risks, including credit
risk, liquidity risk, operational risk and
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Management

systemic risk. lt is, thus, essentialto

amelioration in the liquidity situation

modernize and standardise the

in the economy on a more permanent

Financial institut]ons face

basis. Furthermore, the floatation of

achieve the desired efficiency.

risks in the course of their businesses.

N'150 billion bonds by the Federal

Political lnterference

ln this regard, the enthronement of
appropriate management is critical for

Govemment in September 2003 should
assist in dampening the liquidity surfeit

the provision of effective leadership in

in the economy.

operations of the system in order to

Political interference

in

banking for quasi-fiscal purposes is
one of the most common sources of
distortions in financial business. For
example, governments in many countries,

the day-to-day running of

the

institutions.

2.

Effective Regulatory/Supervisory
Oversight

particularly developing countries,
direct banks to make loans available
to cerlain sectors or industries often

Adequate regulatory and

evaluation and return on investment.

prudential guidelines are necessary for
monitoring the activities of the financial
institutions. Similarly, effective banking

Such interference contributes to

supervision is essential in order to

without regard to proper credit
f

inancial sector instability.

Financial Sector liberalization
Liberalization and deregulation

of the financial sector has permitted
banks to enter into new and unfamiliar
areas of business, whereby they may
incur increased exposure to credit,
foreign exchange and interest rate
risks. Deregulation has also opened
the domestic banking market to other

ensure that regulations are enforced,
and market discipline is adhered to.
ln this regard, regulatory/supervisory
authorities are expected to play their
roles in ensuring the soundness of the
financialsector. lt is, however, required
that operators of the financial services

industry should cooperate with the
regulatory authorities in order to

Wide lnterest Rate
Margin

The enduring

relative

uncompetitiveness and oligopolistic
structure of the banking sector has
continued to engenderthe problem of
wide spread between bank deposit
and lending rates. At end-August 2003,

the spread between banks'average
deposit and maximum lending rates
was 8.7 percentage points compared
with 12.9 points in December 2002.
However, the recent moralsuasion by
the CBN and the government, which
induced the downward trend in banks'

lending rates led to significant
narrowing

of

interest rate spread in

2003.

forestall any regulatory arbitrage.
3

V

financial institutions and foreign

PROBLEMSAND

Underdeveloped
Payments System

CHALLENGES

Some of the problems that

One of the main problems of
the Nigerian payments system is that

Market participants and supervisors,

pose serious cnallenges to the

cash constitutes the single most

therefore face the challenge of

authorities in achieving and sustaining
stability in the Nigerian financialsector

widely used instrument of payments

competition, and puts pressure on the
market share and profitability of banks.

managing liberalization

and

adjustment to the new environment.

in the economy with adverse

are highlighted in this section. They

implications for its management.

include:

Where alternative instruments such as
cheques are used, the high incidence

lnternal Governance
1

of dud cheques, forgeries and other

Persistence of Excess

liquidity in the Banking

related cases, have exacerbated the

System

preference for cash transactions.

and managers of the financial

The Nigerian financial system

institutions. They must work together
to establish a framework of internal
controls and practices to govern the

continues to face the problem of
excess liquidity attributable to the
expansionary fiscal policy stance of
the three tiers of government. Thus,
growth in monetary aggregates has
been excessive relative to targets in
the recent years. The efforts of the

Besides, the waning confidence of the
public in the banking system, arising
from the pockets of distress in the

The primary responsibility for

maintaining financial sector stability
lies largely with the owners, directors,

operations of the institution as well as
ensure that the institutions function in
a safe and sound manner. The internal

control systems must include
accounting procedures that adhere to
generally accepted standards. Poor
internal governance is a serious factor
in many instances of unsoundness of
financial institutions.

system have encouraged the
continued reliance on non-cash
payments in the economy.
4.

Financial
sectordistress

Central Bank in curtailing the liquidity

surfeit through the traditional

There are still a few financial

instruments of monetary policy had

institutions in the economy with
symptoms of distress. Efforts are,
however, being made in resolving

yielded little success. lt is hoped that
when the National Savings Certificate
(NSC), which is a medium/long term

instrument, is finally floated by the

government, there would
36

be

distress in the financial system by the
monetary authorities. Specifically, the
CBN in 2002 adopted a contingency
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framework for distress resolution in the
banking system and initiated a private

vt.

sector-funded'lifeboat' facility, which

t

was accessed by banks with a
temporary liquidity problem. ln
addition, the Bank undertook the

ication

verif
exercise and
recapitalisation drive for non-bank
institutions during the period.
5.

Slow Judicial Process

While the sanctions by the
regulatory authorities on banks to
resolve distress and unprofepsional
conduct have become subject of
litigations in the courts, the

CONCLUDING

Bankers' Committee, established the

REMARKS

code of ethics and professionalism for

The task of maintaining a
sound and competitive financial
system is an arduous one, particularly
in a developing economy. The CBN

has taken proactive steps to
strengthen the financial sector through

various regulatory, prudential and
contingency measures, aimed at
ensuring the soundness and stability
of the sector. ln this regard, the Bank
has designed measures to enhance
the capital base of banks and promote

the banking and financial services
industry to instil discipline and
professionalism. Furthermore, the
CBN introduced the contingency
frarnework for systemic Bank
Distress, which provides early warning
signals on the health of deposit money
banks and stipulates the measures to
be adopted in dealing with individual

bank problems so as to avert
contagion. The CBN remains
committed to nurturing a more

professionalism in the financial

competitive and efficient financial
environment through its policy

services industry. lt also encouraged

initiatives and surveillance activities.

adjudication of such cases had been
very slow. The obserued delays have

the adoption of international best
practices, including the new Basle

the potential of engendering unhealthy

capital accord and uniform accounting

However, the co-operation of all
stakeholders in the economy is
required for effectiveness. Finally,

speculations and uncertainties which

standards.

could adversely affect public

The need to further strengthen

there is the need for complimentarity
between monetary and fiscal policies

confidence and stability of the financial

the regulatory and supervisory

in order to ensure macroeconomic

system. There is need for the legal

framework of the CBN became more

processes to be reinforced in order to

compelling with the adoption of
universal banking in 2001. The CBN
is also at the forefront in promoting
good corporate governance in the
Nigerian financial system. ln addition,
the Bank, under the auspices of the

stability and soundness of the financial
system. lt is worthy of note, however,
that, in spite of the recent turbulence

complement the efforts of the
regulatory authorities in tackling the
problems facing the sector effectively.

in the process of sanitizing the
Nigerian financial system, the overall
health of the sector remains largely
satisfactory.
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